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ZhongAn Online (6060 HK)

Towards a profit-oriented and lean model
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A Wholly Owned Subsidiary Of China Merchants Bank

HOLD (Maintain)

Target Price HK$34.21
(Previous TP HK$28.18)
Up/Downside -2.5%
Stock price of Zhong An has performed rigorously since the coronavirus outbreak, Current Price HK$35.10

in light of deeper online insurance penetration. Speaking of firm fundamentals,
however, we think the upward trend is steady but may not be linear. Challenges
still lie ahead with respect to underwriting margin and tech business monetization.
In the near term, 2H19 is likely to incur net loss again.

China Insurance Sector

Wenjie Ding, PhD
(852) 3900 0856/

B Underwriting business to prioritize quality growth. GWP growth in 2019
- . . . . (86) 755 2367 5597
is likely to be driven by health and lifestyle consumption (+150% YoY via dingwenjle@cmbi.com.hk
platforms of Ant Financial Group). The Company is getting more selective in R
its underwriting business, by 1) trimming group health insurance business, Hanbo Xu
which carried much higher loss ratio; 2) pausing certain travel insurance (852) 3761 8725
products which paid high services fees to platforms; and 3) cutting xuhanbo@cmbi.com.hk
underwriting to consumer finance platforms and being alert to industry risks.
Product optimization helped improving combined ratio, which is guided at 110- Stock Data
115% for 2019 (vs. 120.9% in 2018). DR S 51,590
Avg 3 mths t/o (HK$ mn) 155.65
B Expect loss in 2H19 and FY19. Although the Company achieved positive $2W|H|i9h/Lg"ééHK$) 36.30/ isﬁg
profit in 1H19, we expect net loss to incur in 2H19 due to 1) enlarged Sgﬂfceﬂgombefges (mn) :
underwriting loss in 2H19. We forecast combined ratio to rise to 114% in 2019
vs. 108.3% in 1H19; 2) greater technology expenses in 2H19 (we estimate Shareholding Structure
R R ; i Ant Financial 13.54%
RMB 600mn loss of tech business in 2019). Investment gains likely outperform. Tencent Compuer System )
B COVID-19 impact mixed. On one hand, premium income from lifestyle QLZ?C’:T‘JET"’”C‘* 10.21%
consumption, travel, automobile was muted due to coronavirus and may not
necessarily recover in full amount after the disease is under control. On the Share Performance _
other hand, COVID-19 invoked people’s insurance awareness and promoted Absolute  Relative
line i tration. Premium income from the health ecosystem is L-mth 31.5% 3.0%
online insurance penetration. : % 3-mth 18.4% 19.1%
likely to continue high growth momentum in 2020. 6-mth 82.7% 78.1%
. . . . . Source: Bloomberg
B Risks. 1) Underwriting margin pressure; 2) investment income growth may
decelerate on high base and market uncertainties; 3) weaker-than-expected 12-mth Price Performance
technology business monetization progress. (HKS)
37 ——6060 HK —— HSI (rebased)
B Valuation. We revise up major estimates of financial metrics to reflect R

improvement in underwriting margin and investment income. While we
acknowledge the Company’s efforts towards a more profit-oriented and lean
business model, we remain cautious regarding 2020 outlook. We raise TP to
HK$ 34.21, based on 3.0x FY20E P/B. Maintain HOLD.
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(YE Dec 31) FY17A FY18A FY19E FY20E FY21E

GWP (RMB mn) 5,954 11,256 14,634 17,415 20,373 Auditor: PwC

YoY change (%) 74.7 89.0 30.0 19.0 17.0

Net profit (RMB mn) -996 -1,797 -546 -302 -26

EPS (RMB) -0.77 -1.19 -0.37 -0.21 -0.02 1R.e|at“?:%r|::irr)r?srtsstill outweigh positive
YoY growth (%) N/A N/A N/A N/A N/A catalysts’ — 27 Mar 2019
Consensus EPS (RMB) N/A N/A -0.34 0.17 0.53 2. “Open Day Takeaways —
P/B (x) 2.36 2.81 2.92 2.97 2.96 Technology serves the new
RoE 09 83 o7 38 20 o2 | e uomm
ROA (%) ) -6.5 73 -2.0 -1.0 -0.1 tech businegs popportunities” - g2]8
Combined ratio (%) 133.2 120.9 114.0 108.5 104.4 Aug 2018

Source: Company data, CMBIS estimates
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Figure 1: Revisions of major estimates

New estimates Diff. new vs. old
YE 31 Dec, RMB mn 2018A | 2019E  2020E 2021E 2019E 2020E 2021E
P&L
Gross written premiums 11,256 | 14,634 17,415 20,373 | 10.1% 15.0% 18.5%
Net premiums earned 8,800 | 13,311 14,766 17,336 | 20.6% 13.4% 18.2%
Investment income 621 2,075 1,707 1,462 | 77.4% 23.4% -7.9%
Insurance claims (5,268) | (8,773) (9,392) (10,845) | 22.6% 17.6% 20.1%
Handling fees, commissions  (1,075) | (1,317) (1,551) (1,748) -2.3% -0.7% 3.6%
G&A and others (5,084) | (6,114) (6,243) (6,838) -3.1% -19.1% -25.5%
Net profit (1,744) (546) (302) (26) N/A N/A N/A
B/S
Total assets 26,341 | 29,174 33,251 37,877 | 13.4% 30.1% 50.5%
Total liabilities 9,866 | 13,316 17,658 22,258 | 11.7% 20.9% 25.6%
Shareholders' funds 15,432 | 14,989 14,738 14,762 | 15.9% 43.8% 111.8%
Key metrics
Loss ratio 59.9% 65.9% 63.6% 62.6% 1 ppt 2.2 ppt 4.6 ppt
Expense ratio 61.0% 48.0% 44.9% 41.8% | -14 ppt -17.7 ppt -20.2 ppt
Combined ratio 120.9% | 114.0% 108.5%  104.4% | -13 ppt -15.5ppt -15.6 ppt
Source: Company data, CMBIS estimates
Figure 2: Monthly premium growth Figure 3: P/B
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Financial Summary

Income statement Key ratios
YE 31 Dec (RMB mn) FY17A  FY18A  FY19E FY20E FY21E YE 31Dec FY17A FY18A FY19E FY20E FY21E
Gross written premium 5954 11,256 14,634 17,415 20,373 Growth (%)
Net premiums earned 4,614 8,800 13,311 14,766 17,336 GWP growth 74.7 89.0 30.0 19.0 17.0
Investment income 838 621 2,075 1,707 1,462 Total income growth 63.6 72.1 62.9 7.8 14.9
Other operating income 131 189 268 409 607 Net profit growth N/A N/A N/A N/A N/A
Total income 5,583 9,610 15,654 16,882 19,405 Investment assets growth 151.7 9.6 14.8 7.0 9.2
Insurance claims -2,746 -5,268 -8,773 -9,392  -10,845 Investment yield (%)
Handling charges & commissions -603 -1,075 -1,317 -1,551 -1,748 Net investment yield 3.8 4.5 4.5 4.4 4.3
Other operating expenses -3,234 -5,084 -6,114 -6,243 -6,838 Total investment yield 7.7 3.1 9.5 6.4 5.1
Total expenses -6,583 -11,427 -16,204 -17,186 -19,431
Underwriting (%)
Associates and JVs -3 7 7 7 7 Expense ratio 73.6% 61.0%  48.0%  44.9% 41.8%
Pre-tax profit -1,002 -1,810 -550 -304 -26  Loss ratio 59.5% 59.9% 65.9% 63.6% 62.6%
Combined ratio 133.2% 120.9% 114.0% 108.5% 104.4%
Income tax 6 13 4 2 0
Less: Minority interests -1 53 16 9 1 Technology segment
Net profit -997 -1,744 -546 -302 -26 Tech revenue (RMB mn) 48 104 215 354 550
Tech revenue growth (%) 115.4 106.0 64.9 55.4
Tech net profit (RMB mn) -109 -340 -601 -532 -416
Balance sheet
YE 31 Dec (RMB mn) FY17A  FY18A FY19E FY20E FY21E Returns (%)
Investment assets 19,695 21,594 24,782 26,508 28,939 ROA (6.5) (7.3) (2.0) (1.0) (0.2)
other assets 1,454 4,747 4,393 6,743 8,938 ROE (8.3) (10.7) (3.6) (2.0 (0.2)
Total assets 21,149 26,341 29,174 33,251 37,877
Solvency (%)
Insurance liabilities 2,430 5,327 7,550 10,882 14,603 Core solvency ratio 1,178 600 552 522 502
Other liabilities 1,449 4,539 5,765 6,777 7,655 Comprehensive solvency ratio 1,178 600 552 522 502
Total liabilities 3,879 9,866 13,316 17,658 22,258
Per share (RMB)
Shareholders' equity 17,127 15,432 14,989 14,738 14,762 EPS -0.77 -1.19 -0.37 -0.21 -0.02
Minority interest 144 1,043 870 855 857 DPS 0 0 0 0 0
Total equity 17,271 16,475 15,859 15,593 15,619 BVPS 13.3 11.2 10.8 10.6 10.6

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Disclosures & Disclaimers

Analyst Certification

The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the securities
or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject securities
or issuer; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by that analyst
in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities
and Futures Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the date of issue
of this report; (2) will deal in or trade in the stock(s) covered in this research report 3 business days after the date of issue of this report; (3) serve
as an officer of any of the Hong Kong listed companies covered in this report; and (4) have any financial interests in the Hong Kong listed companies
covered in this report.

CMBIS Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIS

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months

CMB International Securities Limited

Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800

CMB International Securities Limited (“CMBIS”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned subsidiary
of China Merchants Bank)

Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all investors.
CMBIS does not provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives,
financial position or special requirements. Past performance has no indication of future performance, and actual events may differ materially from
that which is contained in the report. The value of, and returns from, any investments are uncertain and are not guaranteed and may fluctuate as a
result of their dependence on the performance of underlying assets or other variable market factors. CMBIS recommends that investors should
independently evaluate particular investments and strategies, and encourages investors to consult with a professional financial advisor in order to
make their own investment decisions.

This report or any information contained herein, have been prepared by the CMBIS, solely for the purpose of supplying information to the clients of
CMBIS or its affiliate(s) to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any security
or any interest in securities or enter into any transaction. Neither CMBIS nor any of its affiliates, shareholders, agents, consultants, directors, officers
or employees shall be liable for any loss, damage or expense whatsoever, whether direct or consequential, incurred in relying on the information
contained in this report. Anyone making use of the information contained in this report does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available
and reliable. CMBIS has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness.
CMBIS provides the information, advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice.
CMBIS may issue other publications having information and/ or conclusions different from this report. These publications reflect different assumption,
point-of-view and analytical methods when compiling. CMBIS may make investment decisions or take proprietary positions that are inconsistent
with the recommendations or views in this report.

CMBIS may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself
and/or on behalf of its clients from time to time. Investors should assume that CMBIS does or seeks to have investment banking or other business
relationships with the companies in this report. As a result, recipients should be aware that CMBIS may have a conflict of interest that could affect
the objectivity of this report and CMBIS will not assume any responsibility in respect thereof. This report is for the use of intended recipients only
and this publication, may not be reproduced, reprinted, sold, redistributed or published in whole or in part for any purpose without prior written
consent of CMBIS.

Additional information on recommended securities is available upon request.

For recipients of this document in the United Kingdom

This report has been provided only to persons (l)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion)
Order 2005 (as amended from time to time)(“The Order”) or (Il) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies,
Unincorporated Associations, etc.,) of the Order, and may not be provided to any other person without the prior written consent of CMBIS.

For recipients of this document in the United States

This report is intended for distribution in the United States to "major US institutional investors”, as defined in Rule 15a-6 under the US, Securities
Exchange Act of 1934, and may not be furnished to any other person in the United States. Each major US institutional investor that receives a copy
of this research report by its acceptance hereof represents and agrees that it shall not distribute or provide this research report to any other person.

For recipients of this document in Singapore

This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBISG) (Company Regn. No. 201731928D), an Exempt Financial Adviser
as defined in the Financial Advisers Act (Cap. 110) of Singapore and regulated by the Monetary Authority of Singapore. CMBISG may distribute
reports produced by its respective foreign entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of
the Financial Advisers Regulations. Where the report is distributed in Singapore to a person who is not an Accredited Investor, Expert Investor or
an Institutional Investor, as defined in the Securities and Futures Act (Cap. 289) of Singapore, CMBISG accepts legal responsibility for the contents
of the report to such persons only to the extent required by law. Singapore recipients should contact CMBISG at +65 6350 4400 for matters arising
from, or in connection with the report.
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